SUBCOMMITTEE VII
THE NEED FOR CHANGES IN THE TAX LAWS AS A
MEANS FOR PRESERVING AGRICULTURAL LAND
.Senator James Clark, Jr., Chairman
Some sources say that land in farmihg has _:declined at the rate of about

60, 000 acres annually over the last 20 ye_aré. This decline in farm acreage
has caused considerable concern among both farm and non-farm groups. This.
concern has been expressed by many of the citizens of Maryland as well as

those in other states. It is the purpose of this paper to look at tax legislation

and its effect on this problem.

I. Past Legislatioh re: Taxes

During the 1_950'8, e‘viderice seéxﬁéd to indicate that farmlénd, particu- _
larly farmland near urbanized areas, was being "financially pushed" into other
uses because it was taxed according to valu.ationls based on its non-farm use.
In 1956, a law was énacte‘d‘ in Maryland to require the assessment of farmland -
for property tax purposes according to its "use-value" in farming as opposed
to any other basis. It was génerally believed that among.other effecfs, this
law would retard the rate of exit of farmland from farining to other uses.
While the Maryland Farmland Assessmeﬁt- Law has slowed the conversion of
farmland to other use, it.'has not prevented it. Flirthermore, Federal Estate
taxes and State Inheritance tax laws which have not been changed since 1942

often force the conversion of farmland to non-farm uses.

II. Current Tax Laws

The taxes on intergeneration transfér of wealth include death taxes

(Federal Estate tax and State Inheritance tax) and gift taxes.



Estate Taxes

;I'hese are taxes levied by the Federal‘Government and a number of states.
They include levies on the entire estate left by _a;v decedent. The Federal
Government's estate tax became a permanent part of the Federal revenue
systein in 1916. At that time the Federal tax included a $50, 000 éxemption

and taxation rates from 1% to 10%. The current law, established in 1941-42,

provides for a $60, 000 exemption with marginal rates of taxation varying

from 3% to 77%.

Gii‘th-axes

These were introducéd into the Federal laws in 1932 and iﬁplude nominal
rates equal to 3/’4 ‘of the Federal ‘est;ate ta;;és. This gift tax structure
(rates ar_l_d exemptibns) has not ghanged since 1942.

Federal estate and gift taxes have provided about 2% of the total Federal

tax receipts over the last five years.

Inheritance Taxes : ' ’

Inheritance taxes are levied on separate shares of an estate which are
transferred to beneficiaries. Thus, inheritanc’e taxes may be thought of
as a tax on the privilege to receive property by an heir. Frequently, the

tax rates on shares passéd to close relatives are ‘1ess than the tax rates

- on those shares Ipass'ed on to others. (It should be noted that inheritance .

taxes are state taxes, while estate faxes are levied by the Federal
Government, )

Taxation Rates

The Federal estate tax rate schedules are shown in Appendix I. The amount




of tax is determined by applying the estate tax rates to the taxable estate.

The taxable estate ié determined by subtracting deductible allowances from

the gross esf_ate value. The gross estate value is determined as follows:

it is the totalvvavllue- of property transferred at time of death plus the value

of property transferred by ,giftw_within' the last three years, if such gifts

were made in contemplation of death. *

The value of.property is determined as follows: Assign the market prices

to quantities of physical property transferred at time of death. When items

transferred are not sold, the value of the pro;;erty is obtained from similar

types of property which were sold. | |

Deductible allowances from the éross estate value includé the following:

1. The debts of thé decedent |

2. Funeral expenses

3. Admini'strative. exbense‘s |

4, Exemptiohs .

5. Property passing to a survivihgvspouse not to exceed 50% of the gross
estate ﬁralue minus déductioné for debts of the decedent, funeral, and

estate administrative expenses.

*All property transferred by gift three years before the time of death is presumed

to have been in contemplation of death unless the estate can prove otherwise.



III. The Estate Tax Problem As It Pertains To Agricultural Land -

Under the present system of taxation, & decedent's farmland estate is
assessed st its fair market value rather than at its being assessed for its value
in agriculture. This has resulted in the heir(s) having few liquid assets with .
which to pay the estate ‘téxes.-' "The‘h/eir‘iS'often‘fOrce’d’to sell a portion of the
land in order to pay the estate téxes. This sale is often made to devélope.rs

in lieu of other farmers. -

IV. A Proposed Solution To The Problem

This proposal is baséd on the deferx}ed ‘tax concept. It would provide
the necessary relief to those families faced ’w.ith a substantial estate tax burden.
This proposal is advantageous in that it does not deny the Federal Gévern‘ment.
any of its estate tax re‘velnue.

| Any estate containing land currently used fér fax;mil;lg and being passed
by a will or. by laws of intestacy to another member _of the family who will con-
tinue to farm it will be assessed -on the following tWé bases:
1. " The highest value and best use for land simi'lgrly sitqated in the surrounding
area, and |
2, The value of the land as f_axjmlaﬁd.

At the time the éstate is settled, | the estate would be liable only for the
payment of inheritance taxés based on the value uidder 2 above. The difference
in taxes, if ansf, between its value és farmland and its assessed value when it is
to be used for other purposés would not become due at the time the estate was
.closed. Instead, it Would become a lien upon the land which would remain un-

collected as long as the land continued in farming.




At such time as the land were sold or otherwise converted to non-farm

use, the lien would have to be satisfied and the difference in taxes at the time

of sale would be paid. .

V. ,-Benefits of Such A Solution

This solution would have the éffect-of encoxiraging the continued use of the
land in farming while, at the same time, deferring what would presumably

be a higher tax burden until such time as the owner would have the cash to

‘ pay the taxes.

There is precedence for such an approach under curre-nt‘j.‘ncome tax statutes
to homeowners. Homeo'v’vnefs, upon saie of their ’per,son;al residence and
r‘ealization of é profit, ma& debft“e‘r p.ﬁyrhent of ‘income tax vbas'ed on f.hat gain
if, within a year's time, ‘they pﬁrchase.anéth_er persdnai residence at a cost
equal to or greate:r than tﬁe s_é.lleb bi‘;ice: of fhéir :I)reviéus re51dence

There is the desirable efféct of léffe-ririg‘ a 'legislative solution Whicﬁ does
not require the government to forgive any taxes to which it is otherwise
entitled under the Federal Inheritance Tax Laws. A suitable definition of
'v'farming" is needed fo satisfy the legislators that this legislation could not
be uséd for any purpose éxcépt to encourage the continuance of legitimate
farming operations.

The true problem is restricted to that situation in which farmland is being
paséed to a membér of the family of the testator. The proposed solution
would not extend beyond this situation.

In other words, if a farm owner dies, passes his farm estate to a member
of the family who does not desire to continue farming, but would sell the

land, it could be assumed that the sale would be based not on the value of
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the land as farmland (whether or not it were being sold for that purpose)
" but rather on the best use and highest-value of the land with a ‘correspond-
ing price, Therefore. the problem of the effect of the inheritance tax

would not exist in such a case.) The estate vvould have sufficient funds .

at that tlme to meet the tax burden created by the value of the property |
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When assessed for other than farm purposes.

An example of thlS proposal usmg an actual case as a source of data

',

can be seen in Append1x II. These two computatlons were done ( ) using the

N

present system whereby the land 1s taxed based on its fa1r market value, and
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(b usmg the aforementloned proposal Whereby land is assessed on the baSJ.s
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of its agrlcultural value. Note that the net estate ta.x payable under current
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ta.x 1aws is $96 174 91 Lf the estate tax were based on agmcultural use value,
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the tax vvould equal $37 239 05--a tax deferment of $59 035 86 Thls deferment

Would obv1ous1y be an inc nt1ve to kee land 1n agrlculture.
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Taxable estate! V : ) " Rate oi tax on
equal to ur Mmors " Taxable esl;l'e' - Tax on amount exXcrws uver amount
than—2 " less than=> _ in columa (A) in coiuma {A)
\) (B (<) (D)
' ' Parcent
.0 55,000 0 3
33,000 10,000 - 5130 7
10,000 . 20,000 o . 500 : 11
20.000 30,000 ' -~ 1,600 : 14
30,000 S 10,000 3,000 ‘ 18 -
40,000 . 50,000 _ 4800 .22
50,000 60,000 : S 7000 SRR 25.
60,000 100,000 9,500 ©28
100,000 ' 250,000 20,700 30
230,000 - 500,000 63,700 : .32
500,000 750,000 145,700 : 33
750,000 . 1,000,000 - : 233200 - -3
1,000,000 - 1,250,000 . 325600 A 39
1,250,000 1,500,000 423,200 Co42
1,500,000 - " 2,000,000 - 528,200 - 45
2,000,000 2,500,000. 753,200 o 4
2,300,000 3,000,000 . 998,200 - - 83
3,000,000 . 3,500,000 1283200 - © - 58 :
3,500,000 ¢ _ 4,000,000 - - 1,543,200 w7 " sg -
4,000,000 5,000,000 - 1,838,200 - 63 -
5,000,000 6,000,000 - 2468200 . ... 6T .
6,000,000 . .. 7,000,000 . 8,138,200 . . .. . T0 .-
7,000,000 8,000,000 , 3,838,200 ;... - T3
8,000,000 ' 10,000,000 4,568,200 - 7 .76 -
A A 6,088,200 = = <~ 77

10,600,000 -

Tabis 2~Federal gift txx ryts schedule, 1082 to date

A o . v - Rate of 2x on excesa
Amount of taxable Amount of taxabie " Tax on ameunt over amount in

siftst aqualing— gifts! exceeding— in columa (A) columa (A)
{A) (8) ‘ ) 13)5
Percent
0 35,000 : 5112 .- 24
353,000 10,000 ' 375 5%
10,000 - 20,000 ‘ 1,200 8-A
20,000 - , 310,000 : 2,250. ' . 104
30,000 - 40,000 3,600 13-
40,000 : 50,000 5250 16-4
30,000 . 60,000 7,123 184
60,000 ) 100,000 15,525 : 21
100,000 . . 230,000 - 49,275 22.%
230,000 500,000 49273 24
500,000 730,000 109,273 25-%
730,000 1,000,000 174.900 27
1,500,000 1,230,000 244975 VXA
1,230,009 1,500,000 317,400 . 315~
1,308,004 2,000,000 396,130 334
2,000,000 2,300,000 364,900 35-#
2 300,000 ) 3,000,600 743,630 293
2,500,000 3,330,060 047,400 A2
2500, 000 T 3,000,000 1L37,400 LA
R R ) 300,000 1.373,630 A
SR 5,504,009 1,351,130 504
S VY 7,000,009 - 232,530 5204
T,utR). 000 8,500,000 2373530 5%
J,000.100 10,000,600 - 3,425,130 3T
I RRYIRNT T . - £356,130 0.4
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Tabie 3=Tax cost of transierring various amounls under Feined  APPENDIX I(cont)
‘eylate versuy Federal gift tax

Net
ampunt Sane Gift = @ Estate b:t .
ferred throagh . s Ciuttaxasa
estate or ALt gty iy v .' pereenbive ol
after tax is paid Amount Percent! ~ Amount Percent’ estats tax
34,850 $109.13 "S130 ... 3.1 . 72.8
9,500 34873 - 500 5.3 . 69.8
18,400 -1,068.00 - 1,600 a7 66.8
27,000 1.935.00 . 3,000 L5
35,200 '2,932.00 8.4 4,800 - 613
43,000 .- 4,095.00 7,000 583,
CUsYENN - 75,348.75 0.6 9,500 . 562
30D 11,178.00 141 . 20,700 510
184,200 . 3449250 . . 187 63,700 . 3. - 525
. 354,300 74,307.00 * - 210 143,700 - 411 51.0
" 516,800 113,685.00 3 233,200 -5 . 483
673,300 155,291.25 23.0 " 325,700 .82 L 4TT
876,800 196,212.00 23.7 . 423,200 51.2 . 464
" 971,800 236,449.50 24.3 528,200 . 548 43
1,246,200, . 316,46400 . 25:4 . 733200 604 . w20
"1,501,800 396,757.50 26.4 998,200 -, B 38T -
1,737,800 « 476,407.30 274, 01,263,200 - 37T
1,057,800 . 550,657.50 - 281 1,543,200 | -1
2,161,800 ';6>4 36150 . 289 . 1838200 . - - . RN
2,531,800 761,290.50 . 301 2,468,200 - .. 9T.5 ¢ e 30B ...
3,911,800 1,339,621.50 - - 342 6,088200 - 15556 - - - - 220 -
10,000,000 4,566,150.00 - - 4.0 45T "6 470,435 T v el 172

1Pem.-§nt ofn’et amount transierred, not the b nts.




. DA’I‘A BELOW bUPPLIED BY D. R. I-IUMMEL » MARYLAND FARM BUREAU RECORDS AND

TAX SERV.[CE
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APPENDIX IT
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wimwn nwre || wou awaln @ cErunea copy of the will,,

Computation of Tax

Hasg a prior estate tax return been f:led haye any prior estate tax payments been made, or have certain marketable

United States Treasury bonds been redeemed as explained in General Instruction E in the separate instructions? . . [ Yes X3 No
L] "Yes," attach explanation. - . :
1 Total gross estate (from Recapitulation, page 3) . . . . . . . . . . . . . .l 440,465.27
e=1 2 Total ailowable deductions (from. Recapitulation, page 3) . .. . . . . 10 4 691-27
E 3Exemptvon.~....'........-........ 60,000.00
© 4 Total deductions plus exemption « - + « o o. o o s o o o o o o s o = 2 s s s 70 691.27
8 Taxable estate (item 1 minusiteM4) . . . . o« o . 4 4 e e o o o o o o s . = 369 774.00
=] © Gross estate tax (use Table A in separate instructions) . . . . . e i e e e e e e 49,4,0276 8
: ; .7 Credit for State death taxes (usg Table B in separate instryctions and furnish credit evidence) . . 7 ¢ 752.77
{ 8 Gross estate tax less credit for State death taxes (item 6 minus item 7). This is the net amount payable .
unless credit for Federal gift taxes, foreign death taxes, or tax on prior transfers is claimed in Part 111 . 96,274.91
9 Credit for Federal-gift taxes (Attach computation.) . . . . . . . . '
" £ 30 Credit for foreign death taxes.(from Schedule O) (Form 706CE is required.) .
22| 11 Credit for tax on prior transfers (from Schedule #) . . . . . « .« . >
& | 32 Total of éredits under Part 11} (total of items9, 10, and. 11) e e e e e e e e e _
© _} 13 Net estate tax payable (item 8 minus item 12) . . . e e e e h e s e e e A 96,274.91
Please attach the necessary supplemental documents see Genera! instruction F in the separate instructi &Qs
Mdr ) . 1 deciars that thie return. 1nel ‘ N3 been ined be me. and is. te the dest of M’W )

T e e eas
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Computation of Tax

B & prior estate tax return been f led, have any prior estate tax payments been made, or have certain marketable '

ited States Treasury bonds been redeemed as explained in General instruction E in the separate instructions? .

. [J Yes XX No

:Yes.” attach expianation.
1 Total gross estate (from Recapitulation, page 3) . . . e e e

T

2 Total aliowable deductions (from Recapitulation, pag23) « .. « o « _ /0.6 ?/ A 7 ;
3Euﬂ'lptlon.,...-~----~-..a....\.'... 9, DO f
4 Total deductions PIUS EXEMPLION « « o o o o. o o o © 6 © o 6 o ® o ©« o« o a o 70.49/ 27
_5 Taxable estate (item 1 minusitemd) . . . . . . . . . . . . . . . . . T W . /é, o
€ Gross estate tax (use Table A in separate inStructions) . . . + v « < o o o o o o o : - 3%2& > __ _bz
7. Credit for State death taxes (use Table B in separate instructions and fumish credit evidence) . . | _ -/ ‘7‘6 f?

8 Gross estate tax less credit for State death taxes (item 6 minus item 7). Thisis the net amount payabile
' unless credit for Federal gift taxes, foreign death taxes, or tax on pnor transfers is clairrted in Part 11l .

® Credit for Federal gift taxes (Attach computation.) + « . . . . . . l

_ ;3.'7/_.-?_} 7_ Jos

-

.

10 Credit for foreign death taxes (from Schedule O) (Form 706CE is required.).
11 Credit for tax on priortransfers (from Schedule P) = . v .0 . o o »

12 Total of credits under Part Ml (total of items 9, 10, 3nd I2) . . © © v o o o o o o
13 Net estate tax pavabie (item 8 minus item 12) . . . . . '

(37, 23_?

Heas. attach the necessary sudplemental documents; see General Ins rectionf inthe separate instruct:

W7\




